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All values in million US$ and end of Exchange Rote: US$1.00=76.85 
calendar year unless otherwise specified 
"Percent 
Chance 3! 


GNP at current prices aeneneeewe 13839.4P 
GNP at constant 1967 prices .. ee ad 5934.5? 
Per capita GNP, current prices....ccccccsceed 203.9" $ 329.5? 
Indices: 1965=100 
MEMERG.ccccccsccccsccccoscoscces (DIG). 229.5 215.2P 
Manufecturing..... -.(9/74). 153.6 172.5P 
Non-agricultural employment 123.2 137.6 
Average industrial wage...... 155.4 175.4 
PONRNNET DONOR ikreccvccdrsccctecncvecesccces S01 Sl. 
Employment (thousand workers)........(2/74) 12582 13547 
Average unemployment rate (percent).. (2/74) 6.9 4,1P 


MONEY AND PRICES 


NT CRORE vcscwcnrcscectdsccceccscccescoecs §OUA,8 
PRDERe Cebe GUESLONOENS, 5.sc0s0sssesseeneees 2B02 
Foreign debt service ratiob/ (percent)...... 19.5 d 
Interest rates=/ (percent)........++0--(1/75) 15.250- 
Indices: 1965=100 (Hanila) 
Consimer prices" ..csssccccces ‘ie. Sooee 
BROEOGRLS PEECESY ccccccccescccccccceose 195.4 
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BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Fxchange Reserves .....2e-- 281.9 876.0 1165.5 

DNS BE PINES ak cdctenccsccvecosoocses 94.5 671.0 80.0 -- 

BOEORCE OF TEOGEs cicusecncves 240.6 -418.3 -- 

Exports, FOB 1837.2 2725.0 48.3 
DoS. Sharvecccocccccccccccecccvccceccces 671.3 1156.7 72.3 

SORES FOR o ccccvcccerecesscccsocceseecocee 1596.6 3143.3 96.9 
U.5. Share. cccossccsee ccccce 449.5 730.7 62.56 


Major imports from the U.S.: Machinery other than electric, $94.8 million; Cereal 

and cereal preparations, $63.7 million; Miscellaneous chemical materials and products, 
$38.7 million; Electric machinery, apparatus and appliances, $35.9 million; Transport 
Equipment, $35.0 million; Cotton, $33.7 million. 


p Preliminary. 

a/ Cumulative portion of 1974 compared to same portion of 1973 (latter figure not shown). 
b/ Excluding Central Bank loans, red clause financing and revolving credits. 

c/ 90-day lending rate for prime commercial borrowers. 

d/ Average for March 1973, as proxy for December 1972. 

e/ Average for January 1974, as proxy for December 1973. 

f£/ Monthly averege for the period. 

g/ Increase from December 1973 to December 1974 was 28,1 percent. 

h/ Increase from December 1973 to December 1974 was 31.2 percent. 


SOURCES: Central Bank, National Census and Statistics Office, National Economic end 
Development Authority, Bureau of Mines. 





SUMMARY 


Despite the turbulence of 1974, the Philippine economy 
achieved an estimated real growth of 5.9 percent as compared 
with 9.9 percent estimated in 1973. Exports and imports 
reached record levels, and strong invisible and capital 
inflows resulted in an $80 million balance of payments 
surplus. Although the challenges ahead remain formidable, 
the economy has good prospects for meeting its 5 percent 
growth target. The potential for U. S. investment and 
exports remains attractive. 


CURRENT ECONOMIC SITUATION AND TRENDS 


1974: <A Turbulent Year 


In 1974 the Philippine economy performed surprisingly well 
in the face of severe pressures brought on by the oil 
crisis, worldwide inflation, falling export demand due to 
recession in its major markets and related effects on 
domestic activities. According to the National Economic 
and Development Authority, GNP showed a real growth of 

5.9 percent in 1974 as compared with 9.9 percent in 1973. 


The volume of oil imports decreased by 10 percent, but oil 
import costs increased by 245 percent. Substantial drops 
in export prices for timber, copper concentrates and 
coconut oil were offset by record export prices for sugar. 
Export returns rose 48.3 percent to reach $2,725 million, 
but imports nearly doubled at $3,143 million for a calendar 
1974 trade deficit of $418 million. 


Thanks to inflows of $528 million in the non-merchandise 
(mainly tourist receipts and transfer payments) and capital 
accounts (borrowings and net direct foreign investments), 

the balance of payments ended with a surplus of $80.0 million, 
and gross international reserves rose to $1,165 million, up 

33 percent from 1973, External debt at the end of 1974 was 
93,210 millica, an increase of $852 million or 36 percent. 

At the end of 1974 the peso depreciated by more than 5 percent, 
to ~7.07 to a dollar, but since then has appreciated slightly. 
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Agriculture, except for forestry, was a strong sector of 
the economy. Production of crops was estimated by NEDA 
to have increased by 6.9 percent during the year, with 
major increases in rice, corn and sugar cane. Because of 
weak demand for logs from Japan and plywood from the 
United States, forestry output declined by 35.6 percent. 
Fishing went up 11.9 percent. Including forestry and 
fishing, the agricultural sector grew only 2.2 percent in 
1974 as compared with reported 6.5 percent in 1973. 


The economy received a considerable boost from construction 
which picked up toward the latter half of the year as 
supplies and prices of materials began to stabilize. 
Construction registered an 18 percent growth, and recent 
major starts, including nearly a dozen new hotels, will 
maintain this momentum in 1975. Elsewhere, however, growth 
was disappointing, as mining stagnated with a miniscule 

0.5 perceit increase because of a drop in world demand for 
copper, and manufacturing rose by only 3.5 percent in the 
face of inflation and weakening corisumer demand. For 
example, demand for average and lower quality textiles 
slumped with inventories rising, although demand for 
quality goods continued relatively firm. 


Inflation and Money 


The rate of increase in the overall price level moderated 
considerably as 1974 came to an end, Consumer prices 
increased 34 percent, according to the Manila consumer 
price index, most of which occurred in the first half of 
the year. In February 1975 the Manila index dropped by 
2.4 percent and settled to the same level as that recorded 
in September 1974. Sharp declines in fruit and vegetable 
prices led a 4.4 percent downturn in food prices. 


Money supply increased by 25 percent in 1974; domestic 
credits went up by 35 percent, almost all from the private 
sector; and total liquidity was estimated to have increased 
by 31 percent, The Central Bank, however, adopted a 
selective policy of monetary and credit expansion aimed at 
providing support for the agricultural and export sectors. 


Government fiscal operations in 1974 moderated the expansion 
of liquidity. Government expenditures in 1974 amounted to 
¥14.6 billion while receipts rose by 55 percent to ¥17.2 
billion, of which £579 million represented borrowings. By 

the end of 1974 the Government's cash position stood at 

¥6.9 billion, up 86.3 percent from the level a year earlier. 
Further, Central Bank Certificates of Indebtedness at year 

end totalled ¥3.4 billion (#4 billion by March 1975), of which 
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¥1.6 billion had been channeled to food and export 
production, The aggregate effect of Government fiscal 
activities was mildly contractionary. 


Government Policies 


The Government continued to take an active role in selected 
areas of the economy. It has sought to diversify its 
markets and sources of supply, including the opening up 

of channels of trade with the Soviet Union, the People's 
Republic of China, and other socialist countries. A joint 
venture with the Soviet Union, Filsov Shipping Company, 

was formed to take advantage of the availability and lower 
rates of Soviet shipping. To lessen dependence on Middle 
East oil, the First Lady signed agreements with the PRC, 
Mexico, and Indonesia for the supply of oil. 


In foreign investment, the Government is actively seeking 
investments from Japan and Europe as a means of balancing 
the large U.S. equity in the country. Because of the acute 
shortage of hotel rooms and the growing tourist industry, 
the Central Bank has made several large loans to hotel 
projects, including Japan Airlines, Hong Kong Mandarin and 
Hong Kong Peninsula joint ventures, on condition that the 
hotels be completed in time for the IMF/IBRD annual meeting 
in Manila in September 1976, At the same time, however, 
the Government is becoming more selective about new 
investments and is taking a closer look at the degree of 
foreign participation to be approved for future ventures in 
non-pioneer or constitutionally restricted areas, 


The Government reaffirmed its commitment to land reform as 
President Marcos announced on November 16 the lowering of 
the retention limit from 24 to 7 hectares, Progress is 
likely to be slow, as the new measure will be implemented 
cautiously in the face of expected opposition from small 
landowners many of whom believe that their small holdings 
should be exempted from the program, In the meantime, the 
emergence of policy support for corporate farming is one of 
the significant developments of the year. General Order 
No. 47 requiring large corporations to import or grow rice 
is having its desired effect as over 180 firms have 
registered for production. Heightened Japanese demand for 
bananas, local desire for protein and the resultant need 
for feed grains are spurring new corporate farming, 
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particularly in Mindanao and the outlying islands. 





Challenges Ahead 

The Philippine economy is heavily dependent on developments 
in agriculture and is interlocked with the fortunes of two 
key industrial nations, the United States and Japan. For 
1975, NEDA originally projected a 7 percent growth an the 
expectation of an early upturn domestically and in its 
major export markets. Failing this, it will likely settle 
for five percent. 


Prospects for agricultural production are good in 1975, as 
the Government continues infrastructural development, 
facilitates credits and subsidizes fertilizer. Barring bad 
weather, rice production should exceed last year's record 
crop; production of coconut products should go up 40 percent; 
and sugar should equal, if not exceed last year's excellent 
crop. 


Gains in agricultural production will help contain inflation 
and will stimulate real aggregate demand. The incipient 
decline in the consumer price index is reassuring the 
Government in undertaking expansionary measures to stimulate 
the economy. Its recently announced budget for FY 1976 calls 
for expenditures of ~22 billion, of which ~5 billion is 
scheduled to be met by borrowings. Forty percent of the 
budget will be devoted to development, concentrating on four 
major areas -- food production, low-cost housing, tourism, 
and infrastructure. These priorities are designed to revive 
certain industries such as cement and forestry, bolster the 
purchasing power in rural areas, increase tourist receipts 
to help offset the expected trade deficits, and provide the 
infrastructural requirements for growth. 


The Government apparently believes that the above approach, 
while directed toward growth, is a balanced one which can 
succeed in keeping down the 34 percent inflation rate of 
1974 to a more acceptable rate in the 20 percent range. The 
Government intends to hold down money supply expansion to 

16 percent and hopes that declining export prices and 
stabilization of import prices will minimize inflation from 
these sources. In addition, it is continuing its price 
controls and two or three tier pricing policy although these 
have led to diversions of commodities such as cooking oil 
and fertilizer, and even to the smuggling abroad of sugar. 
Prospects for mederating inflation appear more promising in 
1975 than in previous years. 





<% 


Expectations are for a trade deficit of about $500 million, 
but the Philippines will weather the balance of payments 
impact of this deficit through borrowings which largely are 
already arranged. Total exports in 1975 are not expected 

to increase to any significant degree above last year's 
record $2.7 billion, while the import bill may rise slightly 
above the $3.2 billion level of last year. Sizeable 
invisible earnings will help offset much of the trade deficit, 
but it will be necessary in all probability to increase 
borrowings, perhaps from the $800 million recorded last year 
to the range of $1,000 million in 1975. Concessional loan 
commitments from donor countries, IBRD and ADB are expected 
to be about $425 million. 


IMPLICATIONS FOR THE UNITED STATES 
U.S./Philippine Economic Relations 


The expiration of the Laurel-Langley Agreement on July 3, 1974 
had no perceptible effect on the continued development of 
commercial and economic relations between the United States 
and the Philippines. In 1974 the United States continued to 
be the principal market for Philippine exports and took 
$1,156.7 million or 42.4 percent of all Philippine exports, 
while Japan accounted for 34.8 percent. 


In investments, the United States continued to increase 
moderately its equity in the Philippines, from new BOIL 
approvals of ¥~256 million in 1973 to ¥~283 million in 1974, 
Japanese investments, on the other hand, soared 1,751 percent, 
from ~30 to ~550 million. Total U.S. investments, however, 
are still by far the largest and probably represent almost 

$2 billion in terms of currently appraised value. 


Technical discussions of a successor agreement to Laurel- 
Langley were held in Manila in July of 1974. With the 
passage of the Trade Act of 1974 which includes the 

new U.S. Generalized System of Preferences, negotiations 
are expected to resume in the fall of 1975. 


The Market for U.S. Products 


As a result of the larger shadow cast by the increased cost 
of oil, the U.S. share of Philippine imports dropped from 
28 percent to 23 percent in 1974, and likewise the Japanese 
share went down from 32 percent to 28 percent. In absolute 
terms, however, imports from the United States increased by 
63 percent, from $449.5 million in 1973 to $730.7 million 
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in 1974. This good performance reflects the recovered 
competitiveness of U.S. goods and the growing requirements 
of a developing Philippine economy. 


The Embassy has undertaken an expanded program of 
assistance to U.S. exporters and investors, including a 
greater variety of market research and the establishment 
of the U.S. Business Center where local agents can mount 
displays. On April 22 to 26, 1975 the Embassy mounted the 
first United States Government sponsored trade exhibit in 
the Philippines, a highly successful exhibition of process 
controls, instrumentation and energy systems equipment. 

In 1976 the Embassy will host a timber industries trade 
mission and a health care industries technical seminar. 
These themes reflect Embassy market research on the most 
saleable product categories. 


Machinery other than electric predominates among U.S. export 
lines. Excellent potential lies in heavy duty construction, 
earthmoving, mining equipment, and hotel and restaurant 
equipment. Agricultural products continue to be significant 
U.S. exports, as the Philippines is likely to obtain most 


of its requirements for wheat, cotton and soybean meal 
from the United States. 


The Government's increased expenditures on infrastructure 
and private investments in construction, mining and industry 
will generate demand for capital equipment and raw materials. 
Also, U.S. exports of machinery and raw materials follow 
those U.S. companies which have discovered that increased 
sales and protection of a market lie in licensing or 
manufacturing in the Philippines. 


The investment climate remains favorable, and while the 
Government is receptive to investments in export-oriented 
and labor-intensive industries, it has expressed its 
interest in inducing foreign investments in the iron and 
steel industry, fertilizer, copper smelting, shipbuilding, 
paper and pulp. 
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